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from the determination of net income
for the current year:

(1) Correction of an error in the fi-
nancial statements of a prior year.

(2) Adjustments that result from re-
alization of income tax benefits of pre-
acquisition operating loss carry for-
wards of purchased subsidiaries.

(b) All other items of profit and loss
recognized during the year must be in-
cluded in the determination of net in-
come for that year.

§3867.10 Unaudited items.

Whenever a financial statement is re-
quired by the Commission, if it is
known that a transaction has occurred
that affects the accounts but the
amount involved in the transaction
and its effect upon the accounts cannot
be determined with absolute accuracy,
the amount must be estimated and the
estimated amount included in the prop-
er accounts. The service company is
not required to anticipate minor items
that would not appreciably affect the
accounts.

§367.11 Distribution of pay and ex-
penses of employees.

The charges to property, operating
expense and other accounts for services
and expenses of employees engaged in
activities chargeable to various ac-
counts, such as construction, mainte-
nance, and operations, must be based
upon the actual time engaged in the re-
spective classes of work, or an appro-
priate allocation method.

§367.12 Payroll distribution.

Underlying accounting data must be
maintained so that the distribution of
the cost of labor charged direct to the
various accounts will be readily avail-
able. The underlying data must permit
a reasonably accurate distribution to
be made of the cost of labor charged
initially to clearing accounts so that
the total labor cost may be classified
among construction, cost of removal,
or operating functions.

§367.13 Accounting to be on accrual
basis.

(a) The service company is required
to keep its accounts on the accrual
basis. This requires the inclusion in its
accounts of all known transactions of

§367.15

appreciable amount that affect the ac-
counts. If bills covering the trans-
actions have not been received or ren-
dered, the amounts must be estimated
and appropriate adjustments made
when the bills are received. When the
amount is ascertained, the necessary
adjustments must be made through the
accounts in which the estimate was re-
corded. If it is determined during the
interval that a material adjustment
will be required, the estimate must be
adjusted through the current accounts.
The service company is not required to
anticipate minor items which would
not appreciably affect these accounts.

(b) When payments are made in ad-
vance for items such as insurance,
rents, taxes or interest, the amount ap-
plicable to future periods must be
charged to account 165, Prepayments
(§367.1650), and spread over the periods
to which they are applicable by credits
to account 165 (§367.1650), and charges
to the accounts appropriate for the ex-
penditure.

§367.14 Transactions with associate
companies.

Each service company must keep its
accounts and records so as to be able to
furnish accurately and expeditiously
statements of all transactions with as-
sociate companies. The statements
may be required to show the general
nature of the transactions, the
amounts involved in the transactions
and the amounts included in each ac-
count prescribed in this part with re-
spect to such transactions. Trans-
actions with associate companies must
be recorded in the appropriate accounts
for transactions of the same nature.
Nothing contained in this part, how-
ever, must be construed as restraining
the service company from subdividing
accounts for the purpose of recording
separately transactions with associate
companies.

§367.15 Contingent assets and liabil-
ities.

Contingent assets represent a pos-
sible source of value to the service
company contingent upon the fulfill-
ment of conditions regarded as uncer-
tain. Contingent liabilities include
items that, under certain conditions,
may become obligations of the service
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§367.16

company but that are neither direct
nor assumed liabilities at the date of
the balance sheet. The service company
must be prepared to give a complete
statement of significant contingent as-
sets and liabilities (including cumu-
lative dividends on preference stock) in
its annual report and at such other
times as may be requested by the Com-
mission.

§367.16 Long-term debt: Premium, dis-
count and expense, and gain or loss
on reacquisition.

(a) A separate premium, discount and
expense account must be maintained
for each class and series of long-term
debt (including receivers’ certificates)
issued or assumed by the service com-
pany. The premium must be recorded
in account 225, Unamortized premium
on long-term debt (§367.2250), the dis-
count must be recorded in account 226,
Unamortized discount on Ilong-term
debt—Debit (§367.2260), and the expense
of issuance must be recorded in ac-
count 181, Unamortized debt expense
(§367.1810). The premium, discount and
expense must be amortized over the
life of the respective issues under a
plan that will distribute the amounts
equitably over the life of the securi-
ties. The amortization must be on a
monthly basis, and the amounts relat-
ing to discounts and expenses must be
charged to account 428, Amortization
of debt discount and expense
(§367.4280). The amounts relating to
premiums must be credited to account
429, Amortization of premium on debt—
Credit (§367.4290).

(b) When long-term debt is reac-
quired the difference between the
amount paid upon reacquisition of any
long-term debt and the face value, ad-
justed for unamortized discount, ex-
penses or premium, as the case may be,
applicable to the debt redeemed must
be recognized currently in income and
recorded in account 421, Miscellaneous
income or loss (§367.4210), or account
426.5, Other deductions (§367.4265).

§367.17 Comprehensive
income tax allocation.

inter-period

(a) Where there are timing dif-
ferences between the periods in which
transactions affect taxable income and
the periods in which they enter into
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the determination of pretax accounting
income, the income tax effects of such
transactions are to be recognized in the
periods in which the differences be-
tween book accounting income and
taxable income arise and in the periods
in which the differences reverse using
the deferred tax method. In general,
comprehensive inter-period tax alloca-
tion should be followed whenever
transactions enter into the determina-
tion of pretax accounting income for
the period even though some trans-
actions may affect the determination
of taxes payable in a different period,
as further qualified in this section.

(b) Once comprehensive inter-period
tax allocation has been initiated, ei-
ther in whole or in part, it must be
practiced on a consistent basis and
must not be changed or discontinued
without prior Commission approval.

(c) Tax effects deferred currently will
be recorded as deferred debits or de-
ferred credits in accounts 190, Accumu-
lated deferred income taxes (§367.1900),
282, Accumulated deferred income
taxes—Other property (§367.2820), and
283, Accumulated deferred income
taxes—Other (§367.2830), as appropriate.
The resulting amounts recorded in
these accounts must be disposed of as
prescribed in this system of accounts
or as otherwise authorized by the Com-
mission.

§367.18 Criteria for classifying leases.

(a) If, at its inception, a lease meets
one or more of the following criteria,
the lease must be classified as a capital
lease. Otherwise, it must be classified
as an operating lease.

(1) The lease transfers ownership of
the property to the lessee by the end of
the lease term.

(2) The lease contains a bargain pur-
chase option.

(3) The lease term is equal to 75 per-
cent or more of the estimated eco-
nomic life of the leased property. How-
ever, if the beginning of the lease term
falls within the last 25 percent of the
total estimated economic life of the
leased property, including earlier years
of use, this criterion must not be used
for purposes of classifying the lease.

(4) The present value at the begin-
ning of the lease term of the minimum
lease payments, excluding that portion
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